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GRENADA - KEY ECONOMIC INDICATORS 
Values in millions of U.S. Dollars unless otherwise specified 


Domestic Economy 


Population (Thousands) 
Population growth (%) 
GDP at current factor cost b/ 
Per capita GDP, current 
U.S. dollars 
GDP in Eastern Caribbean 
dollars (in 1984 prices)b/ 
Z%change 
Consumer Price Index 
% change b/ 


Production and Employment 


Labor force (1,000s) b/ 
Unemployment 
(avg. % for year) b/ 
Central Govt. oper. surplus 
or deficit as % of GDP a/ 


Tourism (Thousands) 


Stayover visitors b/ 
Cruiseships passengers b/ 
Total 


Balance of Payments 


Exports (f.0.b.) b/ 

Imports (c.i.f.) b/ 

Trade Balance 

Current-account balance a/ 

Foreign direct investment 

(new) a/ 

Foreign debt (year end) a/ 

Debt-service paid a/ 

Debt-service ration as % of 
merchandise exports a/ 

Average exchange rate for year 
(EC $2.70 = US $1.00) 


1984 1985 1986 1987 


Projections 
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U.S. - Grenada Trade 


U.S. exports to Grenada 
cc. 1f.) 5 
U.S. imports from Grenada 
(f.0.b.) b/ 
Trade Balance 
U.S. Share of Grenada 
exports (%) b/ 
U.S. Share of Grenada 
imports (%) b/ 
U.S. bilateral aid 
(fiscal year) c/ 


Source: a/ IMF data 
b/ Government of Grenada data (GDP figures at factor cost) 
c/ Including regional funding directly benefiting Grenada. 
Figures reflect obligations and not cash flow. 
N.A. Not Available 





SUMMARY 


The Grenadian economy was able to maintain its impressive 
performance in 1986, achieving a healthy real growth rate of 5.5 
percent. While growth is expected to be somewhat more modest in 
1987, reforms have been put in place which should enable the economy 
to sustain a positive momentum well into the future. Among the 
reforms was an extensive revision of the tax system aimed, among 
other things, at encouraging more economically rational savings and 
investment decisions. Other reforms increased the role of market 
forces and the private sector in the country's economic life. 


Inflation was reduced to insignificant levels through 1986, and 
prices have increased in 1987 at only a slightly higher rate. 
Retroactive wage increases for public employees in the latter half 
of the year will probably contribute to a modest inflation 
increase. Reductions in the civil service work force should 
likewise lead to a moderate short-term rise in the country's 
unemployment levels. 


In the longer run, Government policies committed to private 
sector-led growth, together with impressive improvements in the 
country's infrastructure since late 1983, should help to sustain the 
kind of economic growth necessary to chip away at unemployment 
levels. The trend towards declining productivity in agriculture - 
the most important sector of the economy - has already been 
reversed. Both the quality and volume of produce is starting to 
pick up, and in the case of nutmeg, a cartel agreement with the 
world's only other important producer, Indonesia, has helped secure 


record high prices. The volume of tourism has been growing rapidly, 
albeit from a depressed level in the politically chaotic late 1970's 
and early 1980's. Construction activity, both commercial and 
residential, continues to be one of the most dynamic sectors of the 
economy. 


The signing of a Tax Information Exchange Agreement with the United 
States in 1987 makes Grenada eligible as a target site for certain 
investment funds and tax deductions on expenses related to business 
conventions. The relatively small manufacturing sector has already 
been given substantial boost through the establishment of light 
assembly operations by several U.S. firms, and the prospects for 
even more such operations look good. Investors planning to develop 
a wide variety of enterprises around the airport have been granted a 
lease by the government. The project is open for outside 
participation. This and the very real prospect of continued hotel 
and other construction would offer an ongoing opportunity for U.S. 
contractors of services and materials. The United States already 
enjoys a healthy trade surplus with Grenada, and the outlook for 
even greater commercial opportunities for U.S. businesses is 
improving with the level of U.S. investment and the health of the 
Grenadian economy. 
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PART A - CURRENT ECONOMIC SITUATION AND TRENDS 





GENERAL TRENDS 


The Grenadian economy grew for the fourth straight year in 1986, 
achieving a real GDP increase of 5.5 percent and exceeding initial 
Grenadian government estimates by more than one percent. GDP in 
1986 was measured at $103.4 million (excluding net indirect taxes). 
The rate of growth is expected to moderate somewhat in 1987 and 
1988. The boom in the construction industry, resulting from pent-up 
demand in the early 1980's and an unusually large infusion of 
foreign aid funds, will probably taper off slightly. The growth 
rate in agriculture and tourism should also level off, but the 
importance of manufacturing should improve as a number of new 
factories begin production. 


During the early part of 1987, the Government consolidated its tax 
reforms by enacting moderate business and property taxes, which 
together with the previous year's introduction of a value added tax, 
replaced a complicated array of income and other taxes generally 
regarded as impediments to economic efficiencies. The tax reforms 
were part of a growth-oriented approach to development adopted by 
the present government in 1984 following the collapse of the 
People's Revolutionary Government (PRG) which had ruled Grenada from 
1979 to 1983. Other aspects of the reforms included a reduction in 
the size of the public service, which got under way in i987, 
reduction in the number of price controls, and a modest 
“privatization” of certain government economic activities. 


The government's espousal of private enterprise, combined with a 
negligible 1986 inflation rate and large disbursal of U.S. 
assistance for agriculture and infrastructure, has contributed 
Significantly to the country's healthy business climate and economic 
growth. The annual rate of increases in consumer prices fell from 
about 1.3 percent in 1985 to 0.6 percent in 1986, reflecting tax 
reductions, relative stability in import prices, and a de facto wage 
freeze in the large public service sector. In 1987 the overal| 
consumer price index is expected to increase slightly to just under 
2.0 percent, owing in part to an expected retroactive wage increase 
for the public service, the delayed effect of currency appreciation 
in many of the countries which supply Grenada's import-dependent 
economy, and the delayed implementation of certain new taxes 
designed to replace those which had been abolished the previous year. 


A comprehensive program of assistance by the United State Agency for 
International Development (USAID) contributed to economic policy 
reform in Grenada, the development of institutions to encourage 
private enterprise, and a substantial improvement in roads, water, 
electricity, airport and factory shell capacity. A more modest 
level of U.S. economic assistance in the years ahead will also 
reflect the return to normalcy in Grenada following the highly 
publicized 1983 U.S. rescue mission. 
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The slight slow-down in the rate of growth will probably not help to 
alleviate the island's high unemployment rate, which is loosely 
estimated at around 20 percent. By 1988, the reduction in the size 
of the public service which is now underway should more than offset 
the expected 1987 wage increases in terms of trimmed payroll costs. 
Concomitantly, however, the retrenchment may well prevent any 
short-term increase in employment levels which might otherwise 
accompany the growing economy. 


Grenada's currency, the East Caribbean Dollar, is tied to the U.S. 
dollar, and the exchange rate cannot be altered without unanimous 
agreement of all participating countries in the East Caribbean 
Central Bank. This could become a problem as the country's current 
account continues to move away from its 1984 surplus, which resulted 
from the extraordinary infusion of USAID funds, to estimated 
deficits of over 7 percent and 11 percent of GDP in 1986 and 1987 
respectively. The current balance excluding these transfers could 
improve, however, if export growth continues to exceed import growth 
(each grew in 1986 by 24.5 percent and 20 percent respectively). 
Total imports in 1986 were estimated as follows: food, 22 percent; 
machinery, 24 percent; manufactured goods, 19 percent; petroleum, 
8.4 percent; other, 26.6 percent. 


AGRICULTURE 


Agriculture remains the single most important sector of Grenada's 
economy. It contributes about 18 percent of GDP, provides 90 
percent of domestic exports, and employs a third of the work force. 
Grenada's agricultural commodities consist principally of nutmeg, 
mace, cocoa, bananas, tropical fruits, vegetables and a number of 
minor spices. Overall production of these products has been 
declining steadily from approximately 29 million pounds in 1984 to 
27 millions pounds in 1986. A turn around looks likely for 1987 
judging from first quarter aggregate production increases. 
International commodity prices for nutmeg and mace improved 
significantly in 1986. Grenada also profited from higher prices for 
cocoa and bananas. The result was a 22.3 percent increase in total 
export receipts to $24.1 million. Although prices are not expected 
to change significantly in 1987, increased productivity should lead 
to a modest boost in revenues. 


Cocoa: Domestic production of cocoa fell from 4.7 million pounds to 
3.8 million pounds in the fiscal year ending September 1986. 
However, as a result of the appreciation of the pound sterling (the 
United Kingdom is Grenada's major market for cocoa), total export 
receipts increased in 1986 by $60,000 to $4.6 million. Under the 
Cocoa Rehabilitation Project almost 100,000 trees have been planted 
annually since 1982 with over 130,000 new trees planted in 1986 and 
expectations to plant over 200,000 trees in 1987. The effect of 
these plantings and other activities, including the establishment of 
model plots for demonstrating improved cultivation methods, is now 
beginning to bear fruit. Domestic production is projected to 
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increase to 4.0 million pounds in 1987, reversing the downward trend 
of the last ten years. A downturn in cocoa prices, however, will] 
probably leave total 1987 revenues unchanged. 


Nutmeg and Mace: Increased world demand for nutmeg and its scarlet 
colored aril, mace, combined with a drop in production in the only 
other producing country, Indonesia, led to record high prices for 
these spices in 1986. Grenada, the second largest producer, took 
full advantage of the opportunity through increased production and 
depletion of stocks. The result was an increase in revenue from 
$4.6 million in 1985 to $7.7 million in 1986. Continued high prices 
and further production increases throughout the 1987 nutmeg fiscal 
year which ended June 30, 1987, resulted in a further jump in 
revenues to over $13 million. Continued productivity increases 
through better care and cultivation should just about compensate for 
damage from “nutmeg blight" and a drought in the spring of 1987. 
With prices also expected to remain constant as the result of a 
fiscal year 1987 cartel arrangement between Indonesia and Grenada, 
export revenues from nutmeg will probably remain about the same in 
fiscal year 1988, although some industry optimists predict revenues 
could go as high as $20 million. 


Bananas: The production and cultivation of bananas, which had been 
on the decline since 1979, are showing signs of recovery. The 
export volume of bananas increased by 8 percent during the first 
quarter of 1987 compared to the previous year's first quarter. The 
improvement is largely attributable to government supported 
extension work and the introduction of field packaging methods. 
These two factors also helped to improve quality. The improved 
quality, together with the effect of an appreciated currency 
(Grenada's banana exports are priced in pounds sterling) meant 
higher prices for Grenada's crop, enough to increase export revenues 
by 10 percent in 1985 and 12 percent in 1986. Some 7,600 tons of 
bananas valued at $3.6 million were exported in 1986, about 400 tons 
less than in 1985. 


MANUFACTURING 


Manufacturing, which accounts for about 4 percent of Grenada's GDP, 
may experience the kind of growth rate in the next couple of years 
that has typified tourism and construction since 1984. Several U.S. 
companies with branches in Puerto Rico have either begun or are 
about to begin light assembly operations in connection with the U.S. 
Internal Revenue Service's Section 936 tax incentives. Investments 
by at least two foreign textile producers have enabled Grenada to 
increase its modest textile exports beyond the traditional regional 
markets, and Venezuelan proposals for an industrial park for textile 
producers could lead to more substantial textile output. There has 
been some expansion in the country's food and beverage industry, 
including the introduction of new soft drink and alcoholic beverage 
products as well as ice cream production. Separate plants producing 
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household paints and pre-fabricated housing panels of U.S. origin 
also went on line within the past year. By the end of 1987, two new 
industrial parks involving nearly 180,000 square feet or factory 
space in 18 new or renovated facilities will have been completed 
with the assistance of USAID and the Caribbean Development Bank 
(CDB). 


CONSTRUCTION 


Growth in construction was by no means limited to foreign financed 
factory shells. Residential construction, mostly on the part of 
Grenadians repatriating money from abroad, played a major role in 
the industry's estimated 15 percent growth rate for 1986 and 1987 
(probably an underestimate). Approximately 306 permits were granted 
for new buildings in 1985 and 415 in 1986, an increase of 36 
percent. - In the first quarter of 1987 about 70 new permits were 
granted, which represents an increase of 80 percent over the same 
period in 1986. Permits for new commercial buildings included 
hotels and a shopping center. 


TOURISM 


The island's tourism industry continued its recovery in 1986 from 
the years of political instability in the early part of the decade. 
Stayover visitors increased by 10.5 percent to nearly 57,300 (the 
number had increased by 31 percent the previous year), while cruise 
ship passengers increased by 25.6 percent to nearly 113,900. The 
opening of the Ramada Renaissance hotel in March 1986, with 186 new 
rooms, made a noticeable increase in overall hotel capacity on the 
island by bringing the total number of rooms available to about 
700. This was followed by expansion of some existing hotels, 
including the new Ramada, and construction of several small new 
hotels. The country's tourism development plan calls for a mimimum 
of 1,200 additional rooms over the next five years. Insufficient 
hotel capacity has been a major obstacle so far toward more direct 
air service between Grenada and the tourist markets. British 
Airways' inauguration of weekly flights from London has been a 
helpful step toward breaking the deadlock, and plans by a newly 
created regional company to begin regular flights to Europe and 
North America may also bring an increase in tourists. Promotion and 
marketing activities are to be given greater priority in the year 
ahead. For the last quarter in 1986 and the first two months in 
1987, the peak of the tourist season, the occupancy rate was only 51 
percent. 





INFRASTRUCTURE 


Roads: Over 160 miles of roads have been repaired or rehabilitated 
through U.S. assistance since the 1983 rescue mission. This 
together with road work being done through other external assistance 
should permit motorists to circle the island smoothly as well as to 
traverse and training to maintain a regular and more effective 
repair and patching program. 


Telephone: International direct dialing was introduced in Grenada 
in March 1987. Canadian government assistance played an important 
role in upgrading the system, which included modernization of 
equipment and laying new cables throughout the island. The project, 
which should be completed in early to mid 1988, has already made a 
substantial difference in the speed and quality of phone links 
throughout the island and abroad. 


Electricity: The Government rural electricity program continued 
throughout 1986. In April 1987 a new 2.0 megawatt generator funded 
through USAID assistance increased generating capacity to 8.4 
megawats. Power outages are no longer the problem they had been. 
The Government of Grenada has recently started focusing more 
attention on the training of maintenance workers and engineers in an 
effort to assure continued improvement in service. 


Water: The Government has completed with USAID, CDB and Canadian 
assistance six water projects in 1986 which provided approximately 
1.7 million gallons of additional water per day. Water shortages 
still remain because of insufficient catchment area and water 
treatment plants. The annual rainfall would be sufficient for the 
size of the population if adequate facilities were available to save 
more of the water for the dry months. 


Airports: The Point Salines International Airport which was opened 
to commercial air traffic in 1984 has a surface runway of 9,000 
feet. It has attracted increased international flights and boosted 
tourist arrivals, but its potential is yet to be realized. A 
smaller airfield on Grenada's island of Carriacou to the north 
services light aircraft. The Government is exploring proposals for 
use of the country's former main airport - Pearls - on the eastern 
side of the island. 


BANKING 


Grenada's reserve requirement on bank deposits and 4 percent minimum 
interest rate on savings deposits are set by the East Caribbean 
Central Bank in St. Kitts. The Grenadian Government maintains a 
ceiling on bank lending rates which currently is set at 16 percent 
(actual rates are somewhat lower). Foreign investors are expected 
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to bring in their own start-up capital, and loans to foreigners for 
working capital have also been limited under recent Ministry of 
Finance guidelines. In addition to two government-owned commercial 
banks (which the government intends to "privatize"), branches of the 
Bank of Nova Scotia and Barclays Bank operate in Grenada. 


Commercial banks continued to be fairly liquid in 1986 although at a 
slightly reduced level. The ECCB reported that cash reserves fell 
from 15.7 percent in 1985 to 14.8 percent in 1986 as a result of a 
lower growth in deposits and substantial increases in loans. Growth 
in deposits continued to be generated by the private sector as well, 
although borrowing requirements of government also rose slightly in 
1986. At least in the short-term future, a recent tightening of 
liquidity in the government owned commercial banks is expected to 
continue as government borrowing demands grow. 


BUDGET 


Government spending, including capital outlays which were largely 
provided by foreign donors, fell to about 53 percent of GDP in 1986, 
down from 73 percent of GDP under the former PRG government. 

Current expenditure has been creeping up slightly from 29.8 percent 
of GDP in 1982 to 32.5 percent in 1986. Tax revenues, however, were 
down from a high of 29.3 percent in 1985 to 23.3 percent of GDP in 
1986. The resulting overall deficit widened from about -1.9 percent 
of GDP in 1985 to -6.3 percent during 1986, with an expected deficit 
in 1987 of at least -7.5 percent of GDP. The deficits would have 
been substantially higher had it not been for foreign grants, 
particularly from the United States, for budget assistance and 
capital projects. 


Revenue should pick up somewhat in 1987 as a result of delayed 
implementation of new taxes meant to compensate for taxes eliminated 
last year. However, a long awaited public service pay increase and 
severance costs related to civil service lay offs will cause 
expenditure increases in 1987 to outstrip expected revenue increases. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


TRADE 


The United States sel!s substantially more to Grenada than it buys. 
In 1986, American exports to Grenada increased to $20 million from 
$15.6 million the previous year. Grenada's few exports to the 
United States, on the other hand, increased only modestly to around 
$1 million. 
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Major U.S. exports included: food and food products; chemical 
fertilizers; building materials; rubber products; paper products; 
fabrics; oils and fats; medical instruments and pharmaceuticals. 

The increasing U.S. share of Grenada's imports (from roughly a fifth 
to a quarter of the total) has been connected in part to the large 
U.S. assistance program since 1983. Nevertheless, the existence of 
an established network for selling U.S. goods and the familiarity 
with American products are advantages which, if properly exploited, 
could help U.S. producers maintain their impressive share ina 
growing Grenadian market. 


Other advantages enjoyed by American exporters are the sharing of a 
common language and the more competitive value of the dollar 
compared to other major industrial country currencies. Despite 
Grenada's own current account trade deficit, its importers have 
relatively easy access to their foreign exchange requirements. 
Nearly all imports of U.S. goods into Grenada are expected to 
continue to go through one or more of the several commission 
agent/distributor firms doing business on the island. 


In addition to the principal U.S. export categories already 
mentioned, sporting goods and recreational equipment (particularly 
those related to water sports) should enjoy favorable market 
prospects. As the number of yachts and smaller pleasure boats 
visiting Grenada's few existing marinas increases, the demand for 
marine supplies and maintenance equipment is likely to pick up as 
well. 


Grenada's fishing industry has hardly begun to exploit the resources 
which appear to be available to it. Its fishermen are 
under-equipped. They are also under-financed, but the government is 
aware of the problem, and a solution may soon result which would 
create opportunities for equipment suppliers. With greater 
marketing efforts, demand for refrigeration and air conditioning 
materials might accompany the growth in construction which is 
continuing at a healthy rate. Supplies and services for repair and 
maintenance of cisterns and swimming pools are in short supply. A 
franchise might be a useful vehicle for stimulating the potential 
market for new construction in this area. 


Suppliers of U.S. automotive parts and accessories may want to take 
a closer look at Grenada. The solid economic growth of the past 
several years combined with the large road reconstruction program 
has spawned an impressive increase in the number of automobiles in 
Grenada. The Japanese have made most of those car sales, but the 
enlarged market for complementary products is ripe to exploit. Asa 
result of the steady rise in the value of the yen, car dealers in 
Grenada have already begun to look around for more price competitive 
alternatives. A right-hand drive American-made car would be an 
attractive offer. 





a i 


A major sewage project for the Grand Anse beach area may get 
underway in late 1987 with USAID support, depending on the results 
of an environmental impact study. The engineering studies have 
already been contracted, but there is a possibility of goods and 
services contracts for supplying and laying pipe and for pumping 
station facilities. 


INVESTMENT 


Climate: An increase in U.S. investment in Grenada would probably 
do more to increase U.S. exports there than additional sales 
promotion or other foreseeable developments. Some of the U.S. 
companies which opened for business in 1986 and 1987 are 
re-exporting finished products which had been brought in to Grenada 
as semi-processed goods from in-house suppliers in the United 
States. Many possibilities exist, however, for investments which 
will create opportunities for a wider variety of U.S. exports. All 
investment, in so much as it adds to the wealth and development of 
the Grenadian market, will lead ultimately to greater opportunities 
for U.S. and other exporters. 


A Tax Information Exchange Agreement (TIEA) concluded in 1987 
between Grenada and the United Sates will enhance Grenada's 
attractiveness to investors in several ways. It will permit certain 
business expenses incurred by U.S. businessmen attending conventions 
in Grenada to be deducted from taxes under Sections 16] and 212 of 
the Internal Revenue Service Code, something which should help the 


tourist industry. It will also allow U.S. tax exempt "936 funds" 
invested in the Puerto Rican banking system by U.S. companies to be 
available at below prime interest rates for certain investments in 
Grenada. Under the Caribbean Basin Economic Recovery Act of 1983, 
Grenada also has duty-free access to the U.S. market for most 
categories of products. 


Grenada has taken a number of internal measures of its own to 
attract investor interest. The fiscal reform measures begun in late 
1985 were largely aimed at stimulating private sector growth and 
encouraging investment, both foreign and domestic. Taxes on 
personal income were abolished; taxes and charges on imports were 
reduced and streamlined; and taxes on corporate income and foreign 
exchange transactions were reduced. Given the high rate of 
unemployment, the Government welcomes joint ventures, particularly 
industries that are labor intensive in their operations. It sees 
foreign investment as essential for the development of its 
manufacturing and tourism sectors, for increasing foreign earnings, 
and for promoting the transfer of needed skills and technology. To 
encourage exports and investment in enclave industries, the 
Government exempts all industries from the payment of Value Added 
Tax on exports. Export taxes have been eliminated altogether. 
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The Government of Grenada also set up the Industrial Development 
Corporation (IDC) in late 1985 to promote Grenada as an investment 
site and streamline the evaluation of investment proposals. The IDC 
provides advice and assistance to investors and may make 
recommendations to the cabinet for the granting of concessions 
involving a waiver of taxes and other legal requirements. 


Prospects: Recent U .S. corporate investment in Grenada has focused 
on textile related and other light assembly operations, but there 
has also been considerable interest in the tourist industry and in 
exploiting the untapped potential of Grenada's large new 
international airport. A proposal by a group of American investors 
to establish an executive jet service center and an industrial zone 
next to the airport was approved by the Government in June '987 (The 
country's first industrial park at “Frequente", which is also near 
the airport, is in the process of completion). In addition to 
opportunities for new investor participation, development of the 
airport area would also create opportunities for providing 
architectural, design and other construction related services and 
for the materials and equipment to accompany such services. 


Grenada is in the eyes of many the most beautiful island in the 
Caribbean. This largely unspoiled resource offers the potential for 
substantial development of the country's fledgling tourist trade. 
The government is anxious to attract investors in this area. It is 
also cautious about the kind of tourism to encourage, preferring a 
more harmonious and even-paced development to a sudden influx of 
high-volume, low-priced economy packages. To do this, the existing 
industry will need to devote greater resources to marketing Grenada 


abroad. Plans are being made along these lines. U.S. firms willing 
to participate in this effort, on a commission basis, might find the 
rewards appealing. Further improved air links between Grenada and 
its potential tourist markets are just a matter of time. 


For those investors who are interested in a yet unspoiled Caribbean 
site with improved infrastructure and growth prospects, Grenada is 
worth considering. 
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begin exporting or expand your current export assistance programs we have for you. 

exporting activities. _ _ef You'll find us in the white pages of your phone 
book under U.S. Government. 
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peer aes Pa eaeeeee eee ” 2 ns by USDOC’s US and Foreign Commercial 
HCHB Room 2106 Service, your global network of trade 
Washington, D.C. 20230 professionals. 
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Please have a Trade Specialist contact me with more information: NAMI 


Oo How to list my product/service in COMPANY TELEPHONE 


COMMERCIAL NEWS USA 


ADDRESS 
CJ Other export assistance programs 
CITY 





